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 AUDITING STANDARDS BOARD (ASB) MEETING 
October 11-13, 2005  
Williamsburg, VA 
 
MEETING ATTENDANCE  
 
ASB Members 
 
John Fogarty, Chair 
Harold Monk, Jr., Vice Chair 
Barton Baldwin 
Gerry Burns  
Craig Crawford (absent) 
George Fritz 
Jim Goad 
Dan Goldwasser 
Lyn Graham 
Jim Lee 
Wanda Lorenz (absent on Tuesday) 
Bill Messier 
Dan Montgomery 
Keith Newton 
George Rippey 
Lisa Ritter 
Diane Rubin  
Scott Seasock 
Mike Umscheid 
 
AICPA Staff 
 
Chuck Landes, Director, Audit and Attest Standards  
Hiram Hasty, Technical Manager, Audit and Attest Standards 
Judith Sherinsky, Technical Manager, Audit and Attest Standards 
Sharon Walker, Technical Manager, Audit and Attest Standards 
 
Observers and Guests 
 
Jean Bedard, Bentley College 
Marcia Buchanan, Government Accountability Office 
Julie Anne Dilley, PriceWaterhouseCoopers 
Bob Dohrer, McGladrey & Pullen 
Diane Hardesty, Ernst & Young 
Jen Haskell, Deloitte & Touche 
Jan Herringer, BDO 
Maria Manasses, Grant Thornton 
Jenn Moriarty, KPMG 
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Mary Ann White, PPC 
Pat Piteo, Cohen & Company 
Darrel Schubert, Ernst & Young 
Mark Taylor, SEC 
 
 
CHAIR AND STAFF REPORTS 
 
Mr. Fogarty and Mr. Landes provided updates on matters relevant to the ASB.  In 
particular, Mr. Fogarty updated the ASB on the clarity discussions at the September 2005 
International Auditing and Assurance Standards Board meeting.  
 
Mr. Fogarty introduced the new members to the ASB whose term will begin following 
this meeting.  He thanked the outgoing members Lyn Graham, Bill Messier and Mike 
Umscheid for their contribution to the ASB.  
 
 
AGENDA ITEMS PRESENTED AT MEETING 
 
AT 501 
 
Mr. Michael Umscheid, AT 501 task force chair, led a discussion of the ASB on various 
changes to the proposed AT 501, Reporting on an Entity’s Internal Control Over 
Financial Reporting.   
 
The ASB considered the changes and directed the task force to:   
 
 Clarify that when one CPA examines an entity’s internal control and another CPA 
audits its financial statements, that if management will not authorize the 
practitioner to communicate with the financial statement auditor, or the financial 
statement auditor is unwilling to communicate with the practitioner, the 
practitioner should withdraw from the engagement.  
 
 Clarify the phrase “more than inconsequential” (1) as used when identifying a 
significant deficiency, and (2) as used when identifying the threshold the auditor 
establishes in an audit of financial statements for accumulating uncorrected likely 
misstatements to determine whether such misstatements are material to the 
financial statements.  
 
 Modify the monitoring section to indicate that management’s monitoring 
activities “may” provide evidence of the suitability of the design and operating 
effectiveness of internal control, rather than “should” provide management with 
sufficient evidence. 
 
 Add guidance regarding dating of the practitioner’s reissued report when a 
restricted-use report has been issued (because management has not provided the 
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practitioner with a written report to external parties) and management later 
provides the report. 
  
 Add a requirement for the practitioner to perform a walkthrough each year for all 
significant accounts and processes be added to paragraph 95.   
 
 Revise the guidance on altering the nature, timing, and extent of tests of controls 
from year to year to make it less formulaic. The revised guidance should state, in 
part, that there may be significant flexibility in varying the nature, timing, and 
extent of work in particular areas from year to year, and that each year's 
examination does not have to include the same scope of testing. 
. 
 Include a requirement for the practitioner to review all reports issued by internal 
audit during the period covered by the examination of internal control. 
 
 Add guidance to the section, “Evaluating Deficiencies In An Entity’s Internal 
Control” indicating the need to aggregate control deficiencies by significant 
account balance and disclosure. 
 Provide an illustrative report for a situation in which the practitioner disclaims an 
opinion because management has failed to satisfactorily fulfill one or more of the 
requirements identified in paragraphs 27(a) through 27(e) and the practitioner 
identified a material weakness in the entity's internal control.  
 
The ASB agreed to include the evaluation framework developed for use with PCAOB AS 
2 with a caution that the framework was designed for audits of internal control as of the 
period end date rather than for the period. The ASB felt that having a framework for an 
audit of internal control as of the period date and a different framework for an audit of 
internal control for the period would cause confusion for the practitioner. 
 
The proposed Statement on Auditing Standards (SAS), Auditing an Entity’s Financial 
Statements in Conjunction with an Examination of the Entity’s Internal Control Over 
Financial Reporting, will not be issued. The auditor communication requirement will be 
inserted in an existing AU section.    
 
The ASB approved a motion to move to a ballot vote to issue the document as an 
exposure draft subject to certain changes being made to the document. 
 
Risk Assessment 
 
Mr. Darrel Schubert, chair of the Risk Assessments Task Force (Task Force) led a 
discussion of the status and the significant issues of the risk assessment exposure draft.  
Mr. Schubert reported that the task force met on August 30-31, 2005 and on September 
19, 2005 (via conference call) to discuss issues related to the comment letters received 
and other issues. 
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Significant Issues 
IAASB Clarity Project— Mr. Schubert reported on the possible effect of the current 
developments at the IAASB regarding their Clarity Project.  The task force understands 
that in addition to the use of the terminology to define the auditor’s responsibility, the 
IAASB is deliberating an issue that would split their standards into two separate parts, 
mandatory requirements and application material.  In the interest of convergence, this 
raises the issue whether the U.S. would follow a similar format.  
 
The ASB concluded that this is an issue that we should discuss at a later board meeting 
but it should not affect the status of the exposure draft and approval of the final standards.  
 
Status of ISA 320— Mr. Schubert reported that the Task force understands that the 
IAASB is not scheduled to finalize ISA 320, Materiality in the Identification and 
Evaluation of Misstatements (revised), until, at least, 2006.  This raised the issue whether 
1) to defer the risk assessment project altogether until the IAASB finalizes ISA 320, 2) 
set aside the proposed SAS Audit Risk and Materiality until the IAASB finalizes ISA 320 
or 3) proceed with the exposure draft, as is. 
 
Mr. Schubert reported that it is the Task Force’s view that the proposed SAS Audit Risk 
and Materiality is an integral component of the risk assessment standards and provides 
necessary principles underpinning the risk assessment standards.  Therefore, the proposed 
SAS Audit Risk and Materiality should not be set aside and the risk assessment exposure 
draft should continue as is.  The ASB agreed with this view. 
 
Mr. Fogarty reported that the IAASB is considering revisions to the proposed ISA 320 
and the proposed ISA 540, Auditing Accounting Estimates that would change the 
definitions of misstatements, now classified as known and likely, into three categories of 
misstatements—factual, judgmental and projected. In addition, Mr. Fogarty stated that 
the IAASB is considering splitting ISA 320 into two standards.  One standard would 
address planning materiality and the other would address the evaluation of misstatements. 
When ISA 320 is ultimately issued, the ASB would need to revise its guidance 
accordingly. 
 
Comment Letters Issues—Mr. Schubert discussed the significant issues arising from the 
comments letters and the revisions made by the task force as a result of these issues.   
1. Known vs. Likely—Mr. Schubert stated that the comment letters were generally 
reported of the position taken by the ASB that differences involving accounting 
estimates should be classified as likely misstatements rather than known 
misstatements.  As stated above, the IAASB is considering revising its categories 
into three classes of misstatements: 1) factual, 2) judgmental and 3) projected.  
These categories are similar to the sub-categories of misstatements defined in the 
proposed SAS Audit Risk and Materiality though the misstatements will no 
longer be referred as known or likely. After discussion, the ASB concluded to 
retain the two major classes of misstatements (known and likely).   
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2. Iron Curtain vs. Rollover—Mr. Schubert stated that the Task Force concluded that 
the instead of providing specific guidance of how to evaluate prior period 
misstatements, the guidance should be neutral and should be scaled back to only 
provide the definitions of the “iron curtain’ and “rollover” methods.  Mr. Schubert 
also stated that the SEC has not issued guidance with respect to this issue which 
has been expected.  The ASB concluded to set aside this issue until the SEC 
issues its guidance which is expected within next several weeks. 
3. Other—Mr. Schubert discussed various other issues and the revisions suggested 
by the Task Force to address them. 
Move to Vote 
The Board approved a motion to move the exposure draft to ballot, except for the 
paragraph in the Audit Risk and Materiality which deals with the evaluation of prior 
period misstatements. The Board concluded that when the SEC issues its guidance related 
to the evaluation of prior period misstatements, the Board will reconvene via conference 
call to discuss the effect of the SEC guidance on the standards and make any necessary 
revisions. 
When approved, the final standards will be effective for all audits beginning December 
15, 2006. 
Audit Documentation 
 
Mr. Graham, Chair of the Audit Documentation Task Force, presented the revised 
proposed Statement on Auditing Standard (SAS) to the Auditing Standards Board.  Since 
the July 2005 ASB meeting, the International Auditing and Assurance Standards Board 
has finalized its standard, ISA 230 (Revised), Audit Documentation.  Mr. Graham 
explained that the proposed SAS presented for discussion at this meeting includes 
changes that (i) are reflective of the comments received and direction given to the task 
force at the July ASB meeting and (ii) have been made to align as closely as practicable 
with the ISA.   
 
The task force received a comment letter from the AICPA’s Technical Issues Committee 
(TIC).  Mr. Graham noted that the comments received were mostly requesting additional 
guidance.  The ASB directed the task force to provide additional guidance through a 
series of Technical Practice Aids to be issued following the issuance of the standard.  Mr. 
Graham also noted that there will be an article prepared for the Journal of Accountancy 
that will address some of the issues raised by TIC and is scheduled to be published at the 
time the standard becomes effective.   
 
The ASB requested that: 
 The effective date is for periods ending on or after December 15, 2006. 
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 The audit documentation standard define the term “those charged with 
governance” and explain how this term will apply to the existing literature. 
 The requirement that the auditor document that the accounting records agree or 
reconcile with the audited financial statements or other information being reported 
on is removed from the standard as a conforming change when the risk standards 
become effective. 
The ASB voted to ballot the draft SAS for issuance as a final SAS. 
 
Following the ASB meeting, it was agreed that Appendix C, Amendment to SAS No. 95, 
Generally Accepted Accounting Principles, would be deleted. The conforming change 
will be made in the proposed SAS, Defining Professional Requirements in Statements on 
Auditing Standards. 
 
 
 
Use of Terms 
 
Mr. Fogarty, Chair of the Use of Terms Task Force, presented the draft Statement on 
Auditing Standards (SAS), Defining Professional Requirements in Statements on 
Auditing Standards, and the draft Statement on Standards for Attestation Engagements 
(SSAE), Defining Professional Requirements in Statements on Standards for Attestation 
Engagements, to the ASB. 
 
Mr. Fogarty highlighted the changes to the draft documents that were presented in 
Agenda Item 4, Use of Terms Memo: 
 The terms used have been aligned with the PCAOB Terms – unconditional 
requirement and presumptively mandatory requirement. 
 Additional guidance has been provided to clarify what is meant by explanatory 
material. 
 
The ASB directed the task force to remove Appendix A from the draft SAS.  The 
proposed changes to SAS No. 95, Generally Accepted Auditing Standards, will be 
reflected in the audit documentation standard.  After further consideration, it was agreed 
that the conforming amendments to SAS No. 95 should be included in the proposed SAS, 
Defining Professional Requirements in Statements on Auditing Standards, and that 
Appendix C to the proposed SAS, Audit Documentation, should be deleted. The 
definition of a presumptively mandatory requirement in the Use of Terms standard 
establishes the requirement to document departures from the presumptively mandatory 
requirements. Including the conforming amendment to SAS No. 95 in the documentation 
standard would create inconsistency between the documents and confusion regarding the 
effective date.  
 
The provisions of the SAS and the SSAE will be applied to existing Statements.   
 
The ASB voted to ballot the draft SAS for issuance as a final SAS and the draft SSAE for 
issuance as a final SSAE. 
